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STATE OF ILLINOIS

ILLINOIS COMMERCE COMMISSION

Ameren lllinois Company d/b/a
Ameren lllinois
20-0308
Proposed General Increase in Rates and
Revisions to Other Terms and Conditions
of Service. (Tariffs filed February 21, 2020)

ORDER

By the Commission:
l. INTRODUCTION

On February 21, 2020, Ameren lllinois Company d/b/a Ameren lllinois (“AlIC”,
“‘Ameren” or the “Company”) filed with the lllinois Commerce Commission (“Commission”)
its 10" Revised Sheet Nos. 11.001 and 11.002, 11™ Revised Sheet No. 12, 10" Revised
Sheet Nos. 12.001 and 12.002, 11" Revised Sheet No. 13, 10" Revised Sheet Nos.
13.001 and 13.002, 11" Revised Sheet No. 14.001, 12" Revised Sheet No. 14.002, 13t
Revised Sheet No. 14.003, 10" Revised Sheet No. 14.004, 5" Revised Sheet No. 14.005,
9t Revised Sheet No. 14.006, 14" Revised Sheet No. 15, 11t Revised Sheet No. 15.001,
7" Revised Sheet No. 15.004, 3" Revised Sheet Nos. 16 and 17, 3nd Revised Sheet No.
17.003, 7t Revised Sheet No. 24, 10" Revised Sheet No. 24.001, 8" Revised Sheet No.
26, 10" Revised Sheet No. 26.001, 15t Revised Sheet No. 34.001, 2" Revised Sheet No.
41.001, and 6™ Revised Sheet No. 41.002 (“proposed tariffs”), in which it proposed a
general increase in gas delivery service rates and revisions to other terms and conditions
of service, to be effective April 6, 2020.

Simultaneous with and in support of the proposed tariffs, AIC filed direct testimony,
exhibits, and schedules in compliance with the Commission’s Rules. See 83 Ill. Adm.
Code 285, 286, and 287.

On March 18, 2020, the Commission suspended the filing to and including July 19,
2020, and entered into a hearing on the propriety of AlIC’s proposed tariffs, initiating the
instant proceeding. On June 30, 2020, the Commission resuspended the proposed tariffs
to and including January 13, 2021.

Pursuant to due notice, prehearing conferences were held on April 28, 2020 and
September 9, 2020 before duly authorized Administrative Law Judges (“ALJs”) of the
Commission. The ALJs issued notice of the procedural schedule on April 30, 2020, which
was later modified on May 15, 2020.

During the course of the proceeding, the following parties were granted leave to
intervene and participate: Citizens Utility Board (“CUB”); Archer-Daniels-Midland
Company, Phillips 66 Company, and Tate & Lyle Ingredients Americas, Inc., as members
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of the lllinois Industrial Energy Consumers (“lIEC”); and Federal Executive Agencies
(“FEA”).  The lllinois Attorney General's Office (“AG”) filed an appearance and
participated as a party of right. Staff of the Commission (“Staff”) also participated in the
proceeding.

An evidentiary hearing was held on September 15, 2020. At the evidentiary
hearing, testimony and exhibits filed by the parties were admitted into evidence. On
October 6, 2020, the evidentiary record was marked “Heard and Taken.”

On October 5, 2020, Initial Briefs (“IB”) were filed by the following parties: AIC,
Staff, the AG, IIEC and FEA (jointly “lIEC/FEA”), and IIEC, CUB and FEA (jointly
“IIEC/CUB/FEA”). On October 16, 2020, AIC, Staff, the AG, IIEC/FEA and IIEC/CUB/FEA
filed Reply Briefs (“RB”). On October 20, 2020, the parties submitted for the
Commission’s consideration position statements and draft orders.

A. Nature of AIC’s Operations

AIC is a combination gas and electric public utility whose service area is located in
central and southern lllinois. AIC provides electric delivery service to approximately 1.2
million customers and gas delivery service to more than 800,000 natural gas customers.
AIC's service territory covers more than 1,200 communities and 43,700 square miles.
AIC's delivery system includes approximately 18,500 miles of natural gas transmission
and distribution mains and includes 12 underground natural gas storage fields with a total
capacity of approximately 24 billion cubic feet.

Since the 2010 merger of the AIC legacy companies, AIC has three rate zones,
each tied to an individual legacy company: Rate Zone | (Central lllinois Public Service
Company), Rate Zone Il (Central lllinois Light Company), and Rate Zone 1l (lllinois Power
Company). In Docket No. 17-0293, AIC requested, and the Commission granted, a
waiver of the Part 285 rate zone related filing requirements to allow AIC to file the following
in this rate case: (a) a single set of A, B, C, and G schedules, as listed in Part 285
Sections 285.1000 — 285.1025, Sections 285.2000 — 285.2200, Sections 285.3000 —
285.3600, and Sections 285.7000 — 285.7075, respectively (Accounting Schedules); (b)
a single set of E-6 schedules, as listed in Section 285.5110 (ECOSS Schedules); and (c)
a single set of E-4, E-5, E-8, and E-9 schedules, as listed in Sections 285.5025, 285.5105,
285.5130, and 285.5135 (Bill Schedules).

AIC is a public utility per the Public Utilities Act (the “Act”). 220 ILCS 5/3-105.
B. Test Year

AIC’s proposed tariffs are based on a future test year ending December 31, 2021.
No party contested the use of this test year.

Il. RATE BASE
A. Uncontested Issues
1. Cash Working Capital

AIC presented the results of a Lead/Lag Study prepared by Concentric Energy
Advisors, Inc. for AIC’s gas business, which AIC used to develop Cash Working Capital
(“CWC”) factors to calculate the Company’s CWC requirements. Staff presented
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adjustments to the CWC calculations based on the Gross Lag Approach methodology,
including: (1) changes for Employee Benefits; (2) changes for Operating and Maintenance
(“O&M™) Expenses; and (3) changes to the expense and revenue inputs into the CWC
calculation. The AG proposed adjustments to the CWC calculations to reflect changes in
the lead days for: (1) O&M Expense less Uncollectibles; and (2) Employee Benefits. AIC
accepted the adjustments proposed by Staff and the AG. The Commission finds AIC’s
CWC requirements, as adjusted by Staff and the AG and accepted by AIC, reasonable
and they are hereby approved.

2. Accumulated Deferred Income Taxes

Staff presented an adjustment to AIC’s Accumulated Deferred Income Taxes
(“ADIT”), which reflected proration corrections. AIC accepted Staff's adjustment. The
Commission finds that AIC’s ADIT, as adjusted by Staff and accepted by AIC, is
reasonable and it is hereby approved.

3. Asset Separation Project Adjustment

To determine the appropriate amount of General and Intangible (“G&I”) plant to
include in rate base, AIC performed the Asset Separation Project (“ASP”), which identified
the portion of the common G&lI plant recorded in the electric plant accounts December
31, 2019 through December 31, 2021 that should be allocated to gas delivery services
operations for ratemaking purposes. AIC updated its ASP for changes in investment,
asset utilization, and asset retirements through 2021 using the allocation methodology
and allocation factor percentages that the Commission approved in prior cases. Staff
proposed adjustments to the ASP to correct certain allocations and the inclusion of plant
items no longer in use. AIC accepted Staff's adjustments. The Commission finds the
allocations per AIC’s ASP, as adjusted by Staff and accepted by AIC, reasonable and
they are hereby approved.

4, Materials and Supplies

AIC proposed a thirteen-month average balance for general Materials and
Supplies allocable to gas operations and gas inventory due to the fact that balances
fluctuate from month to month. AIC proposed a reduction in Materials and Supplies and
Gas Inventory for the portion of the thirteen-month average balance in accounts payable,
which represents the restatement of December 2021 ending inventory to the thirteen-
month average, net of associated inventory remaining in accounts payable. Staff agreed
with AIC’s proposals. The Commission finds AlC’s Materials and Supplies balance, as
adjusted by AIC and accepted by Staff, reasonable and it is hereby approved.

5. Vehicle Depreciation

Staff proposed an adjustment to reflect an additional year of depreciation to be
included in accumulated depreciation for a shift in the timing of AIC’s projected gas vehicle
additions. AIC accepted Staff's adjustment. The Commission finds AIC’s level of Vehicle
Depreciation, as adjusted by Staff and accepted by AIC, is reasonable and it is hereby
approved.
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6. Cancellation of Project JOSPB

During the course of the proceeding, AIC noted in discovery that it had cancelled
Digital Project JO8PB and that the related costs should therefore be removed from the
Company’s proposed revenue requirement. Staff presented adjustments to remove the
Project JOBPB costs from both AIC’s Operating Income Statement and Balance Sheet.
AIC accepted Staff's adjustments. The Commission finds that it is reasonable to remove
Project JOBPB from AIC’s proposed revenue requirement, as reflected in Staff’s
adjustments, which were accepted by AIC.

7. Prior Plant Disallowance

The AG proposed an adjustment to AlC’s Prior Plant Additions Disallowed to reflect
the impact of the proposed State income tax rate change. AIC accepted the AG'’s
adjustment. AIC agreed to reduce its rate base by $28,000, correcting the Company’s
adjustment for prior plant disallowances for the number of years of depreciation expense
that were included in the adjustment on Ameren Sch. B-2.1. Ameren Ex. 19.2, Sch. 2 at
1, col. (f); AG Ex. 1.0 at 11. The Commission finds AIC’s Prior Plant Additions
Disallowance, as adjusted by the AG and accepted by AIC, is reasonable and it is hereby
approved.

8. EE Rider Adjustment

AIC proposed to include labor related to AIC's gas energy efficiency (“EE”)
program in Rider GER — Gas Energy Efficiency Cost Recovery (“‘Rider GER”) rates
instead of AIC's normal base delivery rates. Pursuant to a stipulation between AIC and
the AG in Docket No. 19-0632, the Commission approved the switching of 2020 program
year electric EE-related Company labor costs and EE-related travel costs for cost
recovery in AIC’s electric formula rate update proceeding to be filed in 2021. In Docket
No. 19-0370, Staff and AIC agreed that the EE internal labor recovery in its gas jurisdiction
should mirror recovery of such costs in its electric jurisdiction. The test year 2021 revenue
requirement in this proceeding is the first opportunity for AIC to transition gas EE internal
labor from base rates to rider recovery.

The AG proposed an adjustment to ADIT for purposes of Rider GER. AIC
accepted the AG’s adjustment. AIC increased the ADIT balance by $8,000 to correct the
Company’s adjustment to remove plant costs recovered through Rider GER presented
on Ameren Sch. B-2.7. See Ameren Ex. 19.2, Sch. 2 at 1, col. (g). This correction
provided that the 2021 ADIT impact is accounted for only in the proration of the ADIT on
Ameren Schedule G-7, and not also on Ameren Schedule B-2.7. AG Ex. 1.0 at 12; AG
Ex 1.2 (Attachment C-2).

The Commission finds that ADIT for the purposes of AlC’s Rider GER, as adjusted
by the AG and accepted by AIC, is reasonable and it is hereby approved.

9. 2020-2021 General Plant Retirement

During the course of the proceeding, AIC determined that it erroneously excluded
the General Plant Retirements for 2020 and 2021 from its Part 285 Schedules B-5 and
B-6. Staff presented an adjustment to correct the omission. AIC accepted Staff’s
adjustment. The Commission finds that AIC’s proposed level of General Plant
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Retirements, as adjusted by Staff and accepted by AIC, is reasonable and it is hereby
approved.

10. Adjustment to Remove 2021 QIP from Rate Base

The AG and Staff presented adjustments to correct the amount of 2021 QIP
removed from the average 2021 rate base. AIC accepted the adjustments, except for an
initial AG proposal that AIC remove the associated ADIT more than once, which the AG
subsequently withdrew. These adjustments result in (1) the removal of the average
increase in the depreciation reserve (AG Ex. 1.2, Attach. B at 7), and (2) the inclusion of
the impact of associated retirements, cost of removal, and salvage on the depreciation
reserve (AG Ex. 1.2, Attach. B at 3).

The Commission finds this specific adjustment to correct the amount of 2021 QIP
removed from the average 2021 rate base, as proposed by the AG and Staff and accepted
by AIC, reasonable and it is hereby approved.

B. Contested Issues
1. Other Post-Employment Benefit Costs Contra Liability
a) AIC’s Position

AIC explains that it is including an approximately $24 million Other Post-
Employment Benefit (“OPEB”) contra-liability balance in rate base (increasing the
revenue requirement by $2.4 million) to partially offset the projected test year net cash
benefit to ratepayers of $9.2 million in negative OPEB expense. AIC further explains that
this fairly balances the benefit of negative OPEB expense for customers with the adverse
impact of the negative OPEB expense on the utility.

AIC states that negative OPEB expense reduces the revenue requirement,
providing a customer benefit. AIC customers have received the benefit of negative OPEB
expense (which arises because OPEB Plan assets exceed obligations) in rates since late
2018 and will continue to receive that benefit when new rates go into effect in 2021. AIC
notes that, although the negative OPEB expense reduces revenue requirement, the
negative expense adversely affects AIC's cash flow, because the cash expenditures that
AIC needs to operate its utility business have not actually decreased, and AIC cannot
access the excess funds in the OPEB Trust to make up the shortfall.

Essentially, AIC explains that its customers are receiving a revenue requirement
credit, while the Company has to make up for reduced cash flow by obtaining those funds
elsewhere. AIC's inability to withdraw the excess funds in the OPEB Trust means that
shareholders must bear the cash flow burden of the negative OPEB expense in rates.
Reflecting the OPEB contra-liability as an addition to rate base offsets, in part, the cash
flow impact on the utility. AIC’s proposal thus shares the customer benefit of the negative
OPEB expense and the adverse impact of reduced cash flow on the utility between the
utility and customers. AIC argues that the Company’s proposal should be approved.

AIC notes that both Staff and the AG oppose AIC’s proposal, focusing on whether
the contra-liability was funded by shareholders. But this overlooks AIC's actual basis for
including the OPEB contra-liability in rate base. AIC acknowledges that the asset was
not directly created with a contribution of shareholder funds, insofar as it was the market
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return on the OPEB Trust investments that created the contra-liability balance. But the
basis for AIC’s proposal is to share the burdens and benefits of the negative OPEB
expense between the utility and customers. And, AIC asserts that the record establishes
that the proposal does just that.

AIC explains that OPEBs are non-income related retirement benefits that are
earned during an employee’s career but are then paid after an employee’s career is over.
OPEB benefits are governed by US Generally Accepted Accounting Principles (“GAAP”).
Accounting Standards Codification (“ASC”) Section 715-60 governs financial accounting
and reporting for OPEB Plans.

Furthermore, AIC argues that an annual accrual expense is determined for the
OPEB Plan in accordance with the accounting standard. The annual accrual expense
includes the cost of benefits earned during the year, the expected change in the Plan's
funded status, and recognition of historical gains and losses that have not yet been
recognized into expense. AIC’s policy is to make contributions to the OPEB Trust (the
entity that holds the Plan’s assets that have been set aside to pay future OPEB benefits)
at an amount equal to this annual OPEB expense for a given year. When the annual
expense is negative, however, AIC does not make any contributions into the Trust. AIC
notes that under federal law, assets cannot be removed from the OPEB Trust to
reimburse the utility for any reduction in revenue.

On the other hand, when the OPEB expense is positive, this increases the utility’s
operating expenses for purposes of calculating the revenue requirement. AIC states that
where accruals for OPEB expense that are recovered in rates are greater than the
payments made by the utility into the Trust, the Commission’s practice has been to reduce
rate base by the cash flow mismatch amount. See, e.g., Ameren lll. Co. d/b/a Ameren
lll., Docket No. 11-0282, Order at 19 (Jan. 10, 2012).

AIC maintains that a negative OPEB expense typically results when the expected
return on Plan assets exceeds interest cost on the OPEB benefit obligations, producing
income on the utility's income statement. When the OPEB expense is negative, this
decreases the utility's operating expenses for purposes of calculating the revenue
requirement.

AIC notes that it is currently experiencing significant negative OPEB expense -
$9.2 million in the test year and a cumulative amount of almost $25 million during 2019-
2021. This is primarily due to the strong market returns on Plan assets, resulting in Plan
assets exceeding Plan obligations. AIC has also taken action to manage the cost of
benefits offered by the OPEB Plans, which have resulted in reductions in expense. AIC
thus projects paying nothing into the OPEB Trust in the test year, because AIC’s
forecasted test year level of OPEB expense is negative.

This negative OPEB expense does not, however, reduce the actual cash
expenditures that AIC must incur to run its business, because the costs that AIC incurs
for operations do not actually go down. Instead, AlC’s accounting records show on paper
that the Company requires less funds to operate, but in reality, operating expenses stay
the same. As Ameren Ex. 19.9 demonstrates, from an accounting perspective, that
negative OPEB expense in rates is not offset by reduced cash requirements, because
there is no offsetting entry for a debit to a cash or receivable account.
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AIC states that federal law does not allow the Company to withdraw the funds from
the Trust to make up for the revenue decrease. This means that the negative OPEB
expense adversely affects AlIC’s cash flow in the test year—AIC’s revenue requirement
is reduced by $9.2 million, but its cash operating expenses are not. So, AlIC’s cash flow
is reduced by that amount.

AIC points out that negative OPEB expense benefits ratepayers. But, as indicated,
there is an adverse cash flow impact. In order to achieve a fair balance, AIC is proposing
a sharing of burdens and benefits to address this adverse cash flow impact.

AIC asserts that in this case, ratepayers will see the benefit of negative OPEB
expense through a reduction in rates of $9.2 million in the test year, and in each year
AIC’s new rates are in effect. And since rates set in Docket No. 18-0463 also reflected
negative OPEB expense, they have also received this benefit in rates since November
2018. AIC states that the cumulative ratepayer benefit is $25 million and increases over
time.

AIC believes that the cash flow shortfall is a burden on AIC's business operations
needed to serve customers. As a solution to the cash flow impact, therefore, AIC
proposes to continue to reflect the negative OPEB expense accrual as an operating
expense (thereby decreasing AIC’s operating expenses, and so its revenue requirement).
As stated above, this is forecast as a $9.2 million reduction in expense for the test year.
But AIC proposes to partially offset this decrease by including the OPEB contra-liability
of $24 million in rate base.

AIC asserts that the Company's proposal fairly balances the impact of negative
OPEB expense on both the utility and customers. Customers have received the benefit
of negative OPEB expense in rates since late 2018 and will continue to receive that
benefit when new rates go into effect in 2021. However, because the Company is not
able to access the excess funds in the OPEB Trust to make up for reduced cash under
federal law, the Company has to make up for reduced cash flow by obtaining those funds
elsewhere. AIC asserts, therefore, that a return on the OPEB contra-liability compensates
the utility for the time value of money effect of the cash flow reduction.

AIC believes that, otherwise, all else equal, a reduction in revenue requirement
without a matching reduction in cash operating expense will limit AlIC’s ability to earn its
authorized return. AIC’s proposed inclusion of the OPEB contra-liability in rate base
recognizes this, by sharing the customer benefit of the negative OPEB expense and the
adverse impact of reduced cash flow on the utility between the utility and customers.
AIC’s overall goal of this proposal is to fairly balance the impact of negative OPEB
expense on both the Company and ratepayers. But the net benefit remains with the
ratepayer.

AIC states that ratepayers have received the benefit of negative OPEB expense in
rates since late 2018 and will continue to receive that benefit when new rates go into
effect in 2021 under the Company’s proposal. As Ameren Exhibit 2.3 shows, even
reflecting the OPEB contra-liability as an addition to test year rate base still produces a
net ratepayer benefit of $6.8 million in the test year, and, because AIC did not include its
OPEB contra-liability in rate base in its 2018 rate case, a cumulative ratepayer benefit, in
revenue requirement terms, of over $20 million for the years 2018-2021. AIC explains
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that the approach that it proposes is also consistent with prior Commission decisions. In
Docket No. 11-0282, the Commission deducted the OPEB liability from rate base. Docket
No. 11-0282, Order at 19. It follows that if the OPEB liability is deducted from rate base,
then the OPEB contra-liability should be added to rate base. Importantly, AIC is not
suggesting this solution for the sake of uniformity. AIC argues that there is a real and
growing impact from the large negative OPEB expense that must be remedied.

Similarly, Docket No. 13-0301 also provides guidance. In its Order, the
Commission endorsed AIC’s view that, “because OPEB Contra-liability represents
amounts funded into the OPEB Trust in excess of amounts recovered from customers as
operating expense in rate . . . inclusion in rate base is appropriate.” Ameren Ill. Co. d/b/a
Ameren lll., Docket No. 13-0301, Order at 36-37 (Dec. 9, 2013). Here, AIC essentially
faces the same scenario, insofar as the amount funded into the trust ($0), is greater than
the negative OPEB expense. Docket No. 13-0301 represents a Commission decision to
include the OPEB contra-liability in rate base on the electric side of AlC’s business since
2013. While Docket No. 13-0301 is an electric formula rate case, AIC contends the
Docket No. 13-0301 Order shows that the Company placed additional funds into the
OPEB Trust above what was recovered in rates, to fund a shortfall and bring the Trust to
funded status. See Docket No. 13-0301, Order at 35. Because ratepayers only pay in
rates the actuarially-determined OPEB accrual expense each year, the market returns
that drive the overfunded status of the OPEB Plan and the OPEB contra-liability start from
a baseline founded on shareholder, not ratepayer, contributions to fund the OPEB Plan
in 2012. Both Docket Nos. 11-0282 and 13-0301 are therefore instructive and support
approval of AIC’s proposal.

As an alternative proposal, because the actual amount that AIC is required to pay
into the OPEB Trust in the test year is zero, AIC proposes to set the test year level of
OPEB expense at the projected level, but not less than zero. AIC notes that this approach
would set rates based on AIC’s actual cash expenditure and eliminate both the negative
expense and the addition of the contra-liability to rate base. AIC asserts that this
alternative approach is similar to the one used for Injuries and Damages, where AIC
converts from reserve accruals to cash claims paid for ratemaking purposes, with no rate
base deduction for the reserve liability.

AIC states that Staff and the AG propose to remove the OPEB contra-liability from
rate base on the grounds that it represents an asset that is not shareholder-funded.
Staff’'s and the AG's arguments make the assumption that if shareholders did not directly
supply the funds, they must be ratepayer-supplied. This assumption then forms the basis
for Staff's and the AG's conclusion that the OPEB contra-liability fits into the pattern of
past Commission decisions on pension assets. AlIC acknowledges that the asset was not
directly created with a contribution of shareholder funds, insofar as it was the return on
the OPEB Trust plan investments that created the contra-liability balance (though that
also means ratepayers did not directly supply the funds either).

AIC contends that this assumption is simplistic. AIC explains that a negative OPEB
expense typically results when the expected return on plan assets exceeds interest cost
on the OPEB benefit obligations, producing income on the utility's income statement.
AIC’s test year negative OPEB expense is primarily due to the strong market returns on
OPEB Plan assets, resulting in Plan assets exceeding Plan obligations. AIC has also
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taken action to manage the cost of benefits offered by the OPEB Plans, which have
resulted in reductions in expense. If the OPEB Plan is overfunded due to a strong market
performance, the OPEB contra-liability was not directly funded by a contribution of
shareholder funds. But, as AIC explains, the OPEB contra liability balance is primarily
driven by negative OPEB expense, as shown in Ameren Ex 19.9. Since AIC cannot
withdraw funds from the OPEB Trust, shareholders must make up the cash flow shortfall,
meaning that shareholders are indirectly funding the OPEB contra liability.

According to AIC, the OPEB contra-liability is not directly created with ratepayer
funds either; it is the market return that creates the overfunded status. Ratepayers have
not contributed anything to the OPEB Plan during the period of negative OPEB expense
going back to 2018, as shown in Ameren Exs. 2.3 and 19.9. Therefore, AIC contends, if
neither shareholders nor ratepayers can be said to have directly funded the contra-
liability, then AIC’s proposed approach, which balances the interests of ratepayers and
shareholders, makes sense.

AIC states that it follows that Staff's and the AG’s criticisms do not rebut AIC's
reason for proposing to include the contra-liability in rate base. AIC's position is that
because the negative OPEB expense reduces revenue requirement without reducing the
cash expenditures that AIC needs to operate its business, there is a cash flow impact on
the utility of negative OPEB expense. AIC’s proposed inclusion of the OPEB contra-
liability in rate base recognizes this, by sharing the customer benefit of the negative OPEB
expense and the adverse impact of reduced cash flow on the utility between the utility
and customers. In summary, the basis for AIC's proposal is that AIC's inability to withdraw
funds from the OPEB Trust means shareholders must bear the burden of the negative
OPEB expense in rates.

AIC notes that Staff cites Docket Nos. 04-0779 and 08-0363 as basis for opposing
AIC’s proposed solution. The AG relies on similar arguments, citing Docket Nos. 09-
0166/09-0167 (Cons.).

AIC maintains that, generally, these dockets relied upon by Staff and the AG are
not instructive or persuasive because: (1) they are stale, and do not address the current
expense and market conditions that AIC faces (and one could go back another ten years
and find a case where the Commission did approve a pension asset, see Cent. lll. Light
Co., Docket No. 94-0040, 1994 WL 747589 (lll.C.C.), 158 P.U.R.4th 1, Order (Dec. 12,
1994); (2) they deal with pension assets, which have slightly different accounting
treatment and rules than OPEB assets; and (3) even if similarities were drawn between
pension assets and OPEB assets, in the cited dockets, the Commission declined to add
the pension asset to rate base because it determined ratepayers supplied the funds, and
did not address the real issue here, which is the effects of the large and growing negative
expense on AIC’s cash flow.

Additionally, in Docket Nos. 04-0779 and 08-0363, the pension asset was due in
part to charges for excess pension costs due to changes in actuarial pension assumptions
used by Northern lIllinois Gas Company d/b/a Nicor Gas Company (“Nicor”), not solely
plan returns. Both cases examined whether the source of the funding for the pension
asset was a direct contribution from shareholders to the pension trust. N. Ill. Gas Co.
d/b/a Nicor Gas Co., Docket No. 04-0779, Order at 26 (Sept. 20, 2005); N. Ill. Gas Co.
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d/b/a Nicor Gas Co., Docket No. 08-0363, Order at 18 (Mar. 25, 2009). AIC notes that,
as discussed above, that is not the issue here, but rather the fact that shareholders must
make up the cash-flow shortfall caused by the inclusion of negative OPEB expense in
rates.

Docket Nos. 09-0166/09-0167 (Cons.) are also distinguishable. They addressed
a pension asset and liability and an OPEB liability, but not an OPEB contra-liability. N.
Shore Gas Co./The Peoples Gas Light and Coke Co., Docket Nos. 09-0166/09-0167
(Cons.), Order at 35-37 (Jan. 21, 2010). And, AIC notes, their consideration of whether
to include a pension asset in rate base differed from this case in a key respect: in Docket
Nos. 09-0166/09-0167 (Cons.), Peoples Gas' proposed test year pension expense was a
positive expense, not a negative expense as here. Id. at 35. AIC argues that the
Commission could not have considered the question of balancing the test year benefit of
a negative expense with the burden of that negative expense on the utility’s cash flow.

AIC notes that significantly, in Docket Nos. 09-0166/09-0167 (Cons.), the
Commission recognized the need for consistent treatment of pension assets and
liabilities: "Consistent with our decision in the Utilities' last rate case, the Commission
finds that it is appropriate to treat Peoples Gas' pension asset and North Shore's pension
liability consistently, i.e., the AG has appropriately excluded both from the rate base
calculation." Id. at 36. AIC maintains that this confirms its point that the Commission
should treat an OPEB liability and contra-liability consistently.

AIC takes the position that even if the cases cited by Staff and the AG were fully
on point, the Commission can and should take a fresh look at this issue. The situation
here—significant negative OPEB expense and significant contra-liability balances—is not
a situation that has occurred often, and so warrants fresh consideration.

AIC believes its proposal to continue to reflect the negative OPEB expense as an
operating expense but to partially offset the decrease by including the OPEB contra-
liability in rate base fairly shares the burdens and benefits of this unusual situation
between the utility and ratepayers. In the alternative, AIC proposes to set the OPEB
expense at zero since AIC is not paying any amounts into the OPEB Trust in the test year,
and so that would reflect AIC’s real cash expenditure. AIC asserts that both solutions are
fair and equitable to ratepayers and the Company.

b) Staff’s Position

Staff argues that the Commission should approve Staff's adjustment to reverse the
Company’s OPEB contra-liability adjustment reflected on Company Schedule B-2.8
because the increase in rate base does not represent shareholder investment warranting
a return in base rates. By the Company’s own admission, the shareholders did not
provide the funding, but rather the return on the plan investments created the OPEB
contra-liability. Ameren Ex. 2.0 at 26. Therefore, the OPEB contra-liability should not be
included in rate base as the shareholders should not be entitled to a return on an amount
they did not provide.

The Company provided two examples of what it characterizes as a “cash flow
mismatch” in the Orders of two different Ameren cases: an OPEB liability issue in Docket
No. 11-0282 and an OPEB “contra-liability” issue in Docket No. 13-0301. Ameren Ex. 2.0
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at 27. Neither of the Orders in the referenced cases discuss a “cash flow mismatch” in
the determination of its conclusion. While the conclusions in those Orders speak for
themselves, the circumstances in those cases are different from the instant case. Docket
No. 11-0282, while it was a gas delivery service rate case, addressed how a deficit in the
OPEB Trust should be treated under traditional ratemaking. Docket No. 13-0301 was an
annual update filed under the Energy Infrastructure Modernization Act (“EIMA”), which
sets forth specific protocols for the treatment of specific costs and circumstances for
electric utilities that opted to file formula rates under Section 16-108.5. Since these two
cases are not instructive in the current proceeding (a traditional rate case involving a
surplus in the OPEB Trust), the Commission should not give them any weight in its
decision.

AIC witness Stafford proposed that, as an alternative to including the OPEB contra-
liability as an increase to rate base, the Company could set the OPEB expense at a
projected level not less than zero because AIC is not required to pay into the OPEB Trust
in the test year. There would be no impact to base rates in this proposal.

In two Nicor cases, Docket Nos. 04-0779 and 08-0363, Nicor proposed to include
a pension asset (or “contra-liability”) in rate base and, at the same time, reflected negative
pension expense in its operating expenses. The Commission Order rejected Nicor’s
proposal to include the pension asset in rate base in both of these cases yet included the
negative pension expense in operating expenses (Sch. C-11.3 in both Docket No. 04-
0779 and Docket No. 08-0363).

In Docket No. 04-0779, the Commission found:

Nicor has not presented any additional evidence since the
1996 Order to show why the Commission should arrive at a
different conclusion [about the pension asset] now. It remains
true that the pension asset was created by ratepayer-supplied
funds, not by shareholder-supplied funds. . . Therefore, the
Commission finds no reason to change the treatment of the
pension asset.

Docket No. 04-0779, Final Order at 23 (emphasis added).
In Docket No. 08-0363, the Commission found:

The Commission finds that the facts have not changed since
the time these two Orders issued and adopts the Staff and
AG/CUB’s proposal to remove $142,044,000 from rate base.

Docket No. 08-0363, Final Order at 18 (emphasis added).

Staff contends that the Commission should reject AIC witness Stafford’s alternate
proposal based on the Final Orders in Nicor rate cases Docket Nos. 04-0779 and 08-
0363 (Staff Ex. 1.0 at 17-18), in which the Commission rejected the proposal to include a
pension asset in rate base and approved the negative pension expense that was reflected
in the operating statement. AIC has not provided any compelling evidence why the
Commission should depart from the basis for its decisions in these past cases.

11
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C) AG’s Position

The AG argues that the Commission should deny AIC’s addition of $23.984 million
to rate base for the balance of OPEB contra-liability. The AG asserts that AIC’s
contentions contravene well settled lllinois case law and that the Company’s request is
not consistent with Commission practice. The AG argues that the Company’s citations to
Docket Nos. 11-0282 and 13-0301 are distinguishable and hence inapplicable. Docket
No. 11-0282 “addressed how a deficit in the OPEB Trust should be treated under
traditional ratemaking” and Docket No. 13-0301 “was an annual update filed under EIMA,
which sets forth specific protocols for the treatment of specific costs and circumstances
for electric utilities that opted to file formula rates under Section 16-108.5 [of the Act].”
Staff IB at 3-4. The AG argues that the Company’s contention is also a logical fallacy in
that it wrongly extends the Commission’s treatment of a deficit in an OPEB Trust with the
unassociated and unaddressed proposal to allow the utility to allow shareholders to profit
from the situation of a surplus in an OPEB Trust. The AG agrees with Staff withess
Ebrey’s statements that these dockets “are not instructive” for the instant case, and that
“the Commission should not give them any weight in its decision.” Staff Ex. 1.0 at 17.

The AG argues that what is instructive for the Commission are those dockets that
demonstrate its long-standing practice of rejecting proposed adjustments by utilities that
seek to include a pension asset in rate base and include a negative pension expense in
operating expenses. See, e.g., N. Shore Gas Co./The Peoples Gas Light and Coke Co.,
Docket No. 12-0511, Order (April 26, 2013); and Docket Nos. 09-0166/09-0167 (Cons.),
Order; Docket No. 04-0779, Order; Docket No. 08-0363, Order. The AG refutes AIC’s
contentions that these dockets are stale, that pension assets have slightly different
accounting treatments, and that the real issue is not whether ratepayers supplied the
funds.

The AG asserts that the Commission reached the same conclusion as it did in past
dockets such as Docket Nos. 04-0779 and 08-0363 just a few years ago in Northern Il
Gas Co., Docket No. 17-0124, Final Order (Jan. 31, 2018). In that docket, a gas utility
sought to include (again) net pension assets into rate base, which had become
“overfunded;” it claimed the increase was due to “[clompany-raised capital” and “market
appreciation.” Id. at 21. Because the asset was overfunded, the company had made no
contributions to the pension fund, which ratepayers had otherwise funded. Id. at 23. In
rejecting the gas utility’s adjustment, the Commission’s dispositive analysis rested on the
fact that these funds were funded by ratepayers, not shareholders. Id. at 28 (denying
utility’s adjustment where it “has not demonstrated sufficient evidence to show that the
pension asset is comprised of any shareholder funds.”).

The AG argues that the Commission in this case should reject AlIC’s adjustment
because the Company has already admitted that the negative OPEB expense “was not
directly created with a contribution of shareholder funds” (AIC IB at 12 (emphasis added)),
and that it “is primarily due to the strong market returns on Plan assets.” Id. at 8.
According to the AG, AIC has not — and cannot — provide this Commission with sufficient
and compelling evidence for it to depart from its prior decisions that shareholders do not
receive a ratepayer funded return when shareholders have not provided the relevant
funds.

12
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The AG also claims AIC offers no explanation based on record evidence or case
law on why the dockets cited by the AG should not guide the Commission’s decision here,
and that the Company instead continues to try to recast its argument as one of cash flow.
The AG asserts that the Company’s argument is irrelevant. See Staff Ex. 8.0R at 12 (“AIC
witness Stafford’s proposal has an effect on rate and revenue requirement that is identical
to treating the OPEB contra liability as a pension asset. He has done nothing but change
the name of a practice the Commission has long rejected ...”) (emphasis added). In
essence, the AG claims that the Company’s argument that the real issue should not be
whether OPEB contra-liability is funded by shareholders casts aside — with no explanation
— well settled lllinois case law that protects consumers from paying a profit to AIC on
money consumers themselves provided.

The AG points out that the Commission focused its analysis on this issue in Docket
No. 17-0124 because lllinois case law has established the fundamental tenet that “utility
stockholders should not be permitted to recover a return on money that they have not
invested.” Du Page Util. Co. v. lll. Commerce Comm’n, 47 Ill. 2d 550, 554 (1971). The
AG asserts that what is dispositive is the “basic question” of “the source of the funds used
to create the [ ] asset for which rate base recovery is sought.” See AG IB at 9, citing Ill.-
Am. Water Co., Docket No. 11-0767, Final Order at 7 (Sept. 19, 2012). The AG asks that
the Commission adopt the AG’s adjustment which removes the OPEB contra-liability of
$23.984 million from rate base, as reflected on AG Ex. 1.1, Schedule B-2.

d) Commission Analysis and Conclusion

The Commission agrees with Staff and the AG that the OPEB contra-liability
adjustment is tantamount to a pension asset. AIC admits that those funds are not
shareholder funds. Instead, they are a return on the plan investments created by the
OPEB contra-liability. Pursuant to the Commission’s repeated decisions, shareholders
should not be entitled to a return on an amount they did not provide. The Commission
also agrees with Staff that the decisions in two Nicor dockets, Docket Nos. 04-0779 and
08-0363, are instructive, as they confirm the Commission’s longstanding treatment of
ratepayer funds in Article IX rate cases, such as this one.

The Company’s alternate proposal to set the OPEB expense at a projected level
not less than zero would not impact base rates. The Commission agrees with Staff that
the Company has not provided any rationale as to why the Commission should depart
from its previous decisions. The Commission rejects the Company’s addition of OPEB
contra-liability of $23.984 million to rate base.

2. QIP Additions
a) AIC’s Position

AIC states that it proposes to include additions to its gas rate base related to
Distribution Plant, Transmission Plant and Gas Storage Plant, G&l Plant, CWC, Materials
and Supplies (“M&S”), and OPEB Contra-liability. AIC proposes to use calendar year
2021 as its test year. In its last gas rate case, Docket No. 18-0463, AIC explains that it
used calendar year 2019 as its test year. Ameren lll. Co., Docket No. 18-0463, Order at
3 (Nov. 1, 2018). As a result, this filing updates AIC’s plant in service balance to include
2019, 2020, and 2021 plant additions (except for 2021 Qualifying Infrastructure Plant
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(“QIP”) additions), and 2019 QIP additions not included in AIC's rate base in Docket No.
18-0463.

AIC notes that it presented the direct testimony of Mr. Stephen Colyer to address
the reasonableness and prudence of the Company's capital investment in natural gas
plant. AIC explains that Mr. Colyer's direct testimony outlined the plant investment that
will support gas service and be used and useful by the end of the 2021 test year and
discussed major Specific Projects to be included in rate base, as listed on the Company's
Schedule F-4. Mr. Colyer demonstrated the forecasted gas plant additions in rate base
are reasonable in amount and necessary to provide safe, adequate and reliable gas
service, and will be prudently incurred and used and useful by year-end 2021. AIC further
notes that Mr. Colyer also presented evidence on how the Company prudently plans and
manages the construction of all projects, regardless of the size or capital expenditure.

AIC states that Staff, IEC, FEA, and CUB did not propose any adjustments to the
plant additions to rate base.

AIC points out that AG witness Larkin-Connolly on the other hand, recommended
a disallowance of $433.1 million of QIP investments, which improperly included the 2021
QIP plant additions and contradicts AG witness Selvaggio's accounting adjustments in
AG Exhibit 4.1, Schedules B-3, B-4, and B-5R as updated in Ameren Cross Exhibit 2.
AIC argues that the AG's proposed adjustment to AIC's QIP plant additions is
unreasonable and unsupported. AIC maintains that the AG did not refute AIC's evidence
demonstrating that the forecasted gas plant additions in rate base are reasonable in
amount and necessary to provide safe, adequate and reliable gas service.

AIC notes that specifically, Mr. Larkin-Connolly alleges the Company has not
supported its capital investments of $924.7 million through 2021 in this docket. AIC
asserts that the AG's testimony, however, indicates that Mr. Larkin-Connolly disregards
or does not understand how AIC plans, manages, and executes its capital investment.
AIC notes that Mr. Larkin-Connolly did not provide a substantive analysis of the safety
regulations driving the need for the capital investments outlined in AIC's direct testimony.
AIC points out that Mr. Larkin-Connolly also did not identify one QIP or non-QIP capital
project that was unnecessary, unreasonable, or imprudent. AIC further explains, that Mr.
Larkin-Connolly speculates that the driver for AIC's increased investment is not the
Company's need to replace aging infrastructure or its commitment to projects undertaken
in compliance with federal regulations, but instead, that the investments are attributable
to the Company's ability to recover costs through its Rider QIP. AIC argues that this
theory is untenable as it ignores the fact that AIC customers benefit from a safer and more
reliable system and AIC's natural gas rates have remained stable or lower from 2012-
2019.

AIC states that additionally, without refuting any evidence presented by the
Company, Mr. Larkin-Connolly arbitrarily concludes AIC's QIP investment budgets should
be adjusted to limit recovery in this case because AIC requested approval of Rider QIP
and presented estimated QIP investments in Docket No. 14-0573. The Commission,
however, did not approve the estimated QIP investments as "caps" for QIP investments
in that docket and the standard for recovery of AIC's forecasted test year costs in this
proceeding is whether the costs are just and reasonable. 220 ILCS 5/9-101.
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Consequently, the "caps" apply to recovery of revenues under Rider QIP and not to the
Company's request for consideration in a general rate case. Ill. Commerce Comm'n,
Docket No. 16-0376, Order at 129 (Jan. 10, 2018), aff'd 2019 Il. App (1st) 180679-U
(noting the Commission stated in its Docket No. 16-0376 Order any costs not approved
through Rider QIP were still eligible for consideration in a general rate case). AIC notes
that, as the AG recognized in Docket No. 16-0376, "there is no defined cap on the amount
of QIP investment that can be incorporated into test-year rate base in a general rate case,
other than a general prudence standard.” Id. at 92.

AIC maintains that yet, Mr. Larkin-Connolly suggests without any factual support
that the Commission apply increased scrutiny when reviewing capital investments and
recommends a disallowance of $433.1 million of QIP investments. AG Ex. 2.0 at 32. The
AG, however, provided no factual or legal support for why increased scrutiny applies in
this docket or why the Commission should deviate from the well-established legal
standard of general prudence. As explained in more detail below, Mr. Larkin-Connolly's
assertions are baseless and unsupported. AIC asserts that the AG did not present any
evidence establishing that AIC's capital investments are unnecessary or unreasonable to
maintain a safe and reliable natural gas system. The AG's arguments fail as a matter of
law.

AIC's testimony and associated exhibits demonstrate the reasonableness of the
proposed capital additions and the need for AIC to make capital investments. AIC notes
that Mr. Colyer described AIC's natural gas system and explained the natural gas system
consists of approximately 18,430 miles of transmission and distribution mains, which
deliver natural gas throughout a service territory of 43,700 square miles. Additionally,
AIC operates 12 underground gas storage fields, which are used to store natural gas
during non-winter periods and withdraw gas during the winter heating season. Mr. Colyer
also described the operating divisions and the respective responsibilities to manage day-
to-day gas operations activities.

The burden shifts to the AG to make its case that the capital investments are
unreasonable. AIC asserts that the AG failed to meet its burden. AIC notes that Mr.
Larkin-Connolly admits that the Company's proposed projects "may individually represent
reasonable projects to pursue,” and acknowledges that the Company submitted "all
required forms and schedules" providing support for the plant additions, meeting the
lllinois Administrative Code Part 285 reporting requirements. However, despite this
evidence and without identifying any specific project as unreasonable or imprudent, Mr.
Larkin-Connolly alleges that the Company has not justified its overall budget for capital
projects. AIC argues that Mr. Larkin-Connolly's wholesale dismissal of the Company's
"project specific documentation [and] the narrative description of capital activities included
to support the proposed plant additions" is unreasonable and appears to apply a new,
more stringent, standard that is beyond what the lllinois Administrative Code and the
Commission requires for the capital investment presented by the Company in this
proceeding.

Moreover, AIC explains that the AG cannot simply ignore the Company's evidence
provided under the Commission's rules since the burden shifts to the AG to support its
adjustments. Ill. Commerce Comm’n on Its Own Min. v. lll. Consol. Tel. Co., Docket No.
94-0042, 1995 lll. PUC LEXIS 828, *103 (Dec. 6, 1995) (“[I]n an investigation initiated by
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the Commission to address the reasonableness of rates wherein parties proffer conflicting
proposals, each party proposing a result should bear the burden of adducing evidence in
support of that proposal.”); Bell v. School Dist. No. 84, 407 Ill. 406, 416 (1950) (“Where a
party asks a court to believe a proposition and to base a finding thereon in his favor, the
law casts the burden on him of furnishing the evidence upon which such finding can
legally rest.”). AIC further explains that under the Act, AIC is entitled to recover its prudent
and reasonable costs of service. 220 ILCS 5/1102(a)(vi). Accordingly, the Commission
cannot authorize a revenue requirement that is less than the utility’s prudent and
reasonable cost of service for the test year at issue. Citizens Util. Bd. v. lll. Commerce
Comm’n, 166 Ill. 2d 111, 121 (1995); Ill. Bell Tel. Co. v. lll. Commerce Comm’n, 414 lll.
275, 286 (1953); North Shore Gas Co., Dockets 11-0280/0281 (Cons.), Order at 5 (Jan.
10, 2012).

AIC argues that the AG's burden to support its adjustment is well-established; the
Commission can disallow costs only if the record evidence establishes unreasonableness
or imprudence in the Company’s business decisions. See, e.g., Bus. & Prof| People for
Pub. Interest v. lll. Commerce Comm’n, 279 Ill. App. 3d 824, 829-30 (1st Dist. 1996);
Chicago v. lll. Commerce Comm’n, 133 Ill. App. 3d 435, 442-43 (1st Dist. 1985)
(dismissing “the erroneous assumption that a utility has the burden of going forward on
any and all issues which are conceivably relevant to the reasonableness of its proposed
rates”) (“[O]nce a utility makes a showing of the costs necessary to provide service under
its proposed rates, it has established a prima facie case, and the burden then shifts to
others to show that the costs incurred by the utility are unreasonable because of
inefficiency or bad faith.”).

AIC notes that the AG did not dispute the prudency of AIC's decisions to replace
aging infrastructure to maintain a safer and more reliable natural gas system. AIC's
testimony supported the reasonableness and prudence of proposed capital additions.
AIC asserts that instead of presenting any evidence to refute AIC's proposed plant
additions, Mr. Larkin-Connolly never evaluated AIC's "project specific documentation
[and] the narrative description of capital activities included to support the proposed plant
additions." AIC states that instead, Mr. Larkin-Connolly simply states the Company's
information is "generic.”

AIC maintains that unsupported statements and baseless claims do not refute the
testimony AIC provided detailing information regarding federal safety standards, the
capital project planning process, and the need for the plant investment. Indeed, the AG
merely makes conclusory statements, but admits that the Company's proposed projects
"may individually represent reasonable projects to pursue,” and acknowledges that the
Company submitted "all required forms and schedules” providing support for the plant
additions, meeting the lllinois Administrative Code Part 285 reporting requirements. AIC
concludes that the AG simply did not meet its burden showing the capital investments are
unreasonable.

AIC explains that applying the well-established legal standard governing the
recovery of AIC’s forecasted capital investments, QIP and non-QIP, in this case, the
disallowances and adjustments proposed by the AG should be rejected since the AG
failed to support its proposed adjustment.
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Furthermore, the AG cannot support its burden with false claims that QIP
investment was limited by the Commission's approval of Rider QIP. AIC states that Mr.
Larkin-Connolly acknowledges his testimony in this case builds upon the testimony he
filed in Docket No. 19-0271 (“2019 QIP Reconciliation”). In both this docket and the 2019
QIP Reconciliation, Mr. Larkin-Connolly claims AIC's QIP spending should be
commensurate with the initial three-year QIP investment estimates approved in Docket
No. 14-0573 rather than the QIP statutory investment limit. AIC notes that the AG also
contradicts positions taken in another docket where the AG recognized that "there is no
defined cap on the amount of QIP investment that can be incorporated into test-year rate
base in a general rate case, other than a general prudence standard.” Docket No. 16-
0376, Order at 92. AIC further notes that the AG has now changed its position in this
docket and claims that AIC is undertaking too many reasonable and prudent projects and
the Commission should Ilimit recovery to 2014 estimated investment levels
notwithstanding changes in federal and state regulations. AIC maintains that there is
simply no legal or logical support for the AG's position.

In Docket No. 14-0573, the Commission reviewed and approved the terms and
conditions of the Company's Rider QIP. Ameren lll. Co., Docket No. 14-0573, Order (Jan.
6, 2015). The Commission's Final Order in that proceeding did not limit AIC's QIP
investment to the estimated investment levels presented in Docket No. 14-0573, as Mr.
Larkin-Connolly claims. Rather, the Commission's Final Order in Docket No. 14-0573
limited an annual increase to the QIP surcharge consistent with the QIP statute. Ameren
lll. Co., Docket No. 14-0573, Order at 8. The QIP statute provides a limit on cost recovery
based on the level of investment approved in the last rate case, but the Commission's
Final Order did not limit recovery of prudent QIP projects that were over the estimated
investment levels presented by AIC in Docket No. 14-0573. In other words, AIC could
increase its investment levels recovered through Rider QIP over those estimated in
Docket No. 14-0573 so long as the statutory limit was not exceeded. Mr. Larkin-Connolly
conflates the estimated QIP investment levels presented in Docket No. 14-0573 with the
QIP statutory spending limit.

AIC notes that a specific example of the fallacy of Mr. Larkin-Connolly's argument
is demonstrated by comparing the estimated QIP investment levels in Docket No. 14-
0573 with the actual investment levels the Commission approved in the Rider QIP
reconciliation dockets. The Company estimated expenditures of approximately $58
million for 2016 QIP investments; the actual amount invested in 2016 QIP projects was
$81.8 million. These costs were examined in Docket No. 17-0134, the reconciliation of
the prudently incurred costs in 2016. In that docket, no party argued that the increased
level of QIP investment was imprudent, and no party suggested that the Commission limit
AIC's QIP investments at the $58 million investment level estimated in Docket No. 14-
0573. Moreover, the Commission included the $81.8 million investment in the original
cost determination for AIC's rate base as of December 31, 2016 in Docket No. 18-0463
since the costs were just and reasonable. Notably, the AG did not contest the 2018 QIP
investment levels in Docket No. 18-0463, but as discussed below, the AG now suggests
the 2018 QIP investment is now unreasonable.

AIC states that Mr. Larkin-Connolly ignores the fact the Commission approved
higher QIP investment levels in AIC's rate base in Docket No. 18-0463 than those
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estimated in Docket No. 14-0573 and Mr. Larkin-Connolly ignores the additional federal
and state safety regulations that went into effect after the Commission approved Rider
QIP in Docker No. 14-0573. AIC asserts, thus, there is no basis for Mr. Larkin-Connolly
to recommend the Commission limit QIP investment levels based on investment levels
estimated in Docket No. 14-0573.

AIC points out that, moreover, the record is devoid of any evidence challenging the
prudence or reasonableness of any specific project—in fact, Mr. Larkin-Connolly readily
admits that he did not engage in a detailed review of each category of QIP investment.
AIC states that rather than challenging any individual project, Mr. Larkin-Connolly seems
to be arguing that the Company has acted improperly by pursuing too many prudent and
reasonable projects without informing the Commission.

AIC asserts that Mr. Larkin-Connolly's claim is baseless. The Commission has
frequently reviewed and considered AIC's QIP investments after the initial cost estimates
presented in Docket No. 14-0573. After receiving approval of Rider QIP, the Company
subsequently apprised the Commission of its QIP investments by publicly filing four
annual QIP updates, three general natural gas rate cases, including this docket, four
reconciliations for Rider QIP, and two requests for certificate of public convenience and
necessity for natural gas transmission lines. Consequently, the AG claims that AIC was
not transparent with its QIP investment plans is unfounded.

Mr. Larkin-Connolly contends AIC is proposing capital investments, not out of any
operational need, but rather to increase earnings for the benefit of shareholders. He also
claims AIC's increased investment is to the detriment to customers since the increased
level of investment materially affect customer bills. AIC argues that the record, however,
is devoid of any support for these contentions.

AIC explains that the AG's case rests on its objection to the fact that lllinois’
constructive regulatory environment allows the Company to accelerate its ability to charge
customers for the investment. Mr. Larkin-Connolly characterizes the elimination of
regulatory lag to recover QIP investment through Rider QIP as a negative for customers
and a benefit for shareholders because it "eliminates many of the risks associated with
equity capital." The AG suggests the Commission find that a rate mechanism to recover
prudent and reasonable investment related to safety and reliability in order to serve
customers is unfair. AIC notes that the AG, however, has not provided any evidence as
to why it is reasonable for customers to be entitled to denying investors a timely return on
a reasonable and prudent investment related to safety and reliability.

AIC further notes that, Rider QIP does not eliminate AIC's risks associated with
investment in utility plant. AIC explains that any investment AIC makes is subject to
Commission review for prudence and reasonableness, and thus subject to disallowance.
Customers only compensate shareholders for the prudent and reasonable investment
serving them. The Act supports a constructive regulatory environment, and the Act
balances the shareholders right to earn a fair return with customers' right to receive safe
and reliable service; hence regulatory stability is created for both shareholder and
customers. AIC concludes, consequently, Mr. Larkin-Connolly's arguments are
unfounded, and his transparent and baseless attempt to twist AIC’s characterization of
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the lllinois regulatory environment as constructive into some sort of admission that the
utility gets unfairly compensated should be rejected for what it is: fiction.

AIC asserts that Mr. Larkin-Connolly continues to perpetuate his fictional narrative
by claiming AIC's investment in its natural gas system is driven by the fact the Company
can recover the investments under Rider QIP. AIC notes that Mr. Larkin-Connolly,
however, does not dispute that the selected projects will strengthen the safety and
reliability of its natural gas system and comply with transmission pipeline safety
regulations. Mr. Larkin-Connolly acknowledges AIC is obligated to comply with pipeline
safety regulations in his testimony. Mr. Larkin-Connolly acknowledges these regulations,
and in fact, he provides a history of the notice of proposed rulemaking that was issued by
Pipeline and Hazardous Materials Safety Administration (“PHMSA”) in April 2016 and that
went into effect on July 1, 2020.

AIC argues that Mr. Larkin-Connolly misses the mark. Mr. Larkin-Connolly
emphasizes that operators "are not officially required to complete this reconfirmation
process until 2035." AG Ex. 2.0 at 23. He then argues that AIC has not justified the
projects because the Company provides a general explanation for why AIC is completing
projects outlined in the Schedule F-4. He claims that the Company can pursue these
projects over the next 15 years to ensure compliance and implies AIC is undertaking
these projects now because the costs can be recovered through Rider QIP. AIC explains
that regardless of the ability to recover QIP investment through Rider QIP, AIC must
complete projects to comply with the transmission regulations on the Maximum Allowable
Operating Pressure (“MAOP”) reconfirmation, as well as other regulations regarding
materials, records, and integrity assessments, in order to strengthen the safety and
reliability of the system.

As noted previously, AIC selected projects that strengthen the safety and reliability
of its natural gas system and comply with transmission pipeline safety regulations, and
as a result, customers benefit from a safer and more reliable natural gas system. AIC
notes that while it is true the QIP statute encourages utilities to invest in the natural gas
systems in lllinois to modernize and improve safety and reliability, regardless of the ability
to recover costs through Rider QIP, Mr. Larkin-Connolly agrees AIC must perform MAOP
reconfirmation projects to comply with the regulations. Despite these requirements, Mr.
Larkin-Connolly suggests the Company does not need to reconfirm the MAOP on
transmission pipelines at the speed and cost in this docket since the Company has 15
years to comply with the regulations.

In response, AIC notes that it has 18,430 miles of transmission and distribution
pipeline. PHMSA regulations require MAOP reconfirmation to be 50 % complete by July
3, 2028 and 100% complete by July 2, 2035, "or as soon as practicable." AIC asserts
that it's unreasonable to expect AIC to reach 50% completion by 2028 without beginning
its investments "as soon as practicable” under the rule. AIC notes that it is completing
transmission investments in order to comply with the regulations and meet the first
deadline in 2028. AIC has been clear with its intent to invest in its transmission system
in its last general rate case in Docket No. 18-0463 as well as its annual QIP Plan updates
and its QIP reconciliations. AIC argues that Mr. Larkin-Connolly's assertion the Company
has not justified these projects is baseless.
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AIC maintains that it is not a prudent or acceptable business practice to ignore the
"as soon as practicable” compliance requirement or delay pipeline safety improvements
based on a general deadline 15 years down the line if the safety and reliability of the
system needs to be addressed today, within two years, or at any other time. AIC asserts
that any arbitrary delay undermines the intent of the new regulations.

AIC states that Mr. Colyer testified new transmission regulations contain significant
and comprehensive changes that require AIC to re-confirm the MAOP of certain
transmission pipelines. PHMSA recognized the significance of these changes, the level
of effort to comply with the new requirements, and that it would take many years for
operators of transmission pipelines to reconfirm the MAOP. As a result, PHMSA requires
operators to complete all actions required by the regulations as soon as practicable and
at least 50% of the pipeline mileage by July 3, 2028. No other party or the AG disputes
compliance is necessary. AIC notes that the AG is the only party advocating delays in
compliance and strengthening safety and reliability of the gas system.

AIC states that the record demonstrates its transmission investments are
consistent with the intent and requirements of the new PHMSA regulations as well as the
existing transmission integrity regulations which promulgate the principle that threats to
the integrity of a pipeline system are addressed as expeditiously as possible to minimize
the risk to the public and strengthen safety and reliability. AIC asserts that delaying the
transmission projects would increase project costs, unnecessarily postpone
improvements in safety and reliability to the detriment of the public and our customers
and jeopardize compliance with pipeline safety regulations.

Mr. Colyer also explained why it is reasonable for the Company to complete MAOP
reconfirmation projects and replace associated pipelines with a higher risk of failure prior
to completing a required PHMSA reconfirmation plan and prior to the 15 year deadline.

AIC further argues that AIC's capital investments have not adversely impacted
customer bills. Mr. Larkin-Connolly contends that the Company's request to recover costs
associated with capital projects will have a material adverse effect on customer bills. The
data, however, shows the opposite. In 2014, the average cost per therm was $1.016,
while in 2018 it was lower: $0.967 per therm. AIC asserts that from a customer
affordability perspective, the past several years have been an opportune time to invest in
safety, reliability, and modernization projects for the long-term benefit of AIC's customers.

AIC witness Goerss analyzed the customer bills over the last several years, and
provided a chart showing the average residential rates from 2012 through 2019. AIC’s
average residential rates have been stable to declining over the entire period. AIC states
that if there were any ideal time for the Company to be investing, it would be now, when
residential rates have been relatively stable. Mr. Larkin-Connolly has it exactly backward:
he recommends that the Company should defer investment, even though that could mean
that the Company might be making necessary investments in a later period when gas
rates are under upward pressure for reasons that are unknown now.

2018 QIP

The AG's proposed $433 million adjustment relates to specific QIP investments
either made or planned to be made relating to QIP. Mr. Larkin-Connolly proposes an
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adjustment to remove 2018 QIP proposed to be included in the original cost
determinations or approximately $110 million in 2018 QIP investments.

As the Commission determined in AIC's last gas rate case, Docket No. 18-0463,
QIP costs included in rate base in this proceeding are subject to review for prudence and
reasonableness adjustments in the Company's annual QIP reconciliation proceedings.
For 2018, that proceeding is the 2019 QIP Reconciliation. Accordingly, for recovery in
gas base rates in this proceeding, the Company's evidence must support the
reasonableness of the projects undertaken and costs incurred for the investment dollars
at issue, which it does. The distinction between whether these investments are classified
as QIP or non-QIP is not determinative for the purposes of setting base rates in this
proceeding.

Nonetheless, AG witness Selvaggio recommends that an AdjNetQIP and
AdjNetDep true-up is necessary in this docket if the Commission deems a portion or any
of AIC's 2018 QIP investment imprudent in the 2019 QIP Reconciliation. The Commission
should reject the AG's request to leave the record open in this docket for a possible true-
up already addressed in the 2019 QIP Reconciliation. To the extent the Commission
orders an adjustment in the 2019 QIP Reconciliation, Rider QIP is designed to adjust
customer rates to account for the adjustment. The proper forum to handle any rate base
adjustment is the Company's next rate case. Additionally, the AG cannot ignore the fact
the Commission already approved the 2018 QIP investment level in AIC's last rate case,
Docket No. 18-0463. The AG is collaterally attacking the Commission's Order in that
docket.

AIC states that the fact that the AG’s 2018 adjustment is unreasonable is not the
only legal obstacle to its adoption. The adjustment to 2018 QIP investments also
represents a collateral attack on the Commission's Final Order in Docket No. 18-0463.
The AG overlooks the fact it was a party in Docket No. 18-0463 and the AG did not object
to the QIP investment levels approved by the Commission. Specifically, the Commission
approved the 2018 QIP investments in Docket No. 18-0463, wherein the Commission
found the agreed QIP amount to be reasonable and approved AIC's requested
$177,812,155 of net forecasted investments. Docket No. 18-0463, Order at 4.

The time and the place for the AG to contest the 2018 QIP investment levels was
in Docket No. 18-0463, but the AG failed to present any evidence in Docket No. 18-0463
establishing the unreasonableness of the 2018 QIP investment levels. The AG cannot
collaterally attack the Commission's decision in this docket. Moreover, the AG failed to
present any evidence in this docket that the 2018 QIP investment levels were
unreasonable. Therefore, the Commission should reject the AG's proposed accounting
adjustment for the 2018 QIP.

2019 QIP

AIC states that AG witness Selvaggio also presents quantification for Mr. Larkin-
Connolly's adjustment to remove 2019 and 2020 QIP plant additions. The AG's
adjustments for the alleged excess 2019 and 2020 QIP were combined and now are
separated. The Company and AG disagree on the proposed calculation of the 2019 net
QIP Investment included in base rates in Ameren Ex. 19.7. The AG, however, accepted
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AIC's adjustment to update the 2019 net QIP Investment to actual cost for the purposes
of this proceeding to narrow the issues.

AIC states that the AG recommends AIC make a compliance filing in this
proceeding setting forth the AdjNetQIP and AdjNetDep components. AIC notes that the
only case where this type of compliance filing would be needed is if the Commission's
determination on the prudency and reasonableness of the actual 2019 QIP investments
in Docket No. 20-0323 differ from the determination in this proceeding.

AIC disagrees with the AG's recommendation. The AG is suggesting an
unreasonable and burdensome compliance filing. AIC argues that the AG's approach is
unnecessary and requires the record to be open for years since the reconciliations for
2018-2020 would need to be completed prior to a compliance filing being made. AIC
maintains that the AG fails to recognize the reconciliations do not have definitive
deadlines for Commission action.

AIC points out that, more specifically, the "required" compliance filing is
accommodated by the recommended ordering language regarding QIP amounts for
AdjNetQIP and AdjNetDep included in base rates in this proceeding. To the extent the
Commission agrees with the AG regarding any further adjustments to actual 2018, actual
2019, or forecasted 2020 QIP in this proceeding, the ordering language can be modified
based on the Commission's findings. Second, any additional compliance filings after the
Order in this proceeding are unnecessary and could create confusion to the extent
amounts for AdjNetQIP and AdjNetDep differ from the amounts included in the Order.
Third, unlike an Article XVI rate proceeding, an Article IX rate proceeding like this gas rate
case does not have a built-in provision for a reconciliation and true-up of rates.
Accordingly, any additional compliance filings in this proceeding related to QIP is
unnecessary and provides no additional benefit to the record. AIC maintains that the QIP
reconciliations are the appropriate forum to address any changes to AdjNetQIP and
AdjNetDep in between gas rate cases.

2020 QIP

The AG and the Company agree the adjustment for excess 2020 QIP plant
additions should not be combined with the adjustment for excess 2019 QIP plant
additions. AIC and the AG disagree over the determination of the actual NetQIP used to
calculate the AdjNetQIP.

The AG argues that new base rates resulting from this proceeding should become
effective mid-January 2021, and on that date, the recovery of the costs related to the
2018-2020 QIP Plant additions as required by Rider QIP will be reduced to zero with
respect to the Net QIP Investment that was transferred to rate base for recovery through
base rates. The AG posits, through the Rider QIP Surcharge, customers will provide
recovery of the costs related to the 2018-2020 QIP Plant additions through the effective
date of the new base rates. The AG claims the depreciation expense recovered from
ratepayers from January 1, 2021 through the effective date of the new base rates should
be included in the determination of the actual NetQIP Investment to be used in the
calculation of the AdjNetQIP and AdjNetDep. AG witness Selvaggio contends that if AIC
prefers to not update the actual NetQIP balance through the date of the effective base
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rates resulting from this proceeding, AIC should forgo the recovery of costs of the 2019
and 2020 QIP through the Rider QIP Surcharge in 2021.

AIC argues that the AG's position should be rejected. AIC explains that the test
year for this proceeding is calendar year 2021, not mid-January 2021 through mid-
January 2022. There is no mechanism in place to modify rate base, operating expenses,
or depreciation expense on non-QIP January 2022 utility plant additions simply because
the effective date of new rates is after January 1, 2021. AIC asserts that it is inconsistent
to treat one subcomponent of the rate case with a different test year calculation than all
other components of the rate case since this proposal violates the Commission's test year
rules. Furthermore, AG witness Selvaggio's proposal would require the Commission to
keep the record open in this proceeding unnecessarily.

AIC argues that, for the reasons outlined above, the Commission should reject the
AG's proposed adjustment and associated accounting treatment.

b) AG’s Position

The AG requests that the Commission remove $109.95 million from rate base for
2018 and disallow $123.28 million for 2019 and $104.83 for 2020. AG IB at 19, citing AG
Ex. 2.0 at 30-31. The AG asks that the Commission also remove AIC’s 2021 plant
additions from the unadjusted rate base “to prevent the possibility that the Company could
potentially develop a 2021 investment program around the unadjusted and unsupported
2021 QIP budget on the mistaken assumption that the Commission approved spending
in this docket.” AG IB at 19-20, citing AG Ex. 2.0 at 32. The AG additionally asks that
the Commission require AIC to report more information than it has in this rate case and
in its natural gas annual QIP Plan update, filed in Docket No. 14-0573, such that the
Commission may fully assess whether the Company’s spending was reasonable,
prudent, and in compliance with Section 9-220.3 of the Act.

The AG points out that AIC represented to the Commission in 2014 that it planned
to spend an average of $54.8 million on QIP additions, per year (Docket No. 14-0573),
but that the Company now seeks to include in rate base more than three times that
amount each year: $183.97 million on QIP additions in 2018, $200.59 million in 2019, and
proposes $183.49 million in 2020, and $176.07 in 2021. AG IB at 12, citing AG Ex. 5.0
at 32. The AG asserts that AlC’s descriptions provide no justification for the Company’s
drastic increase in QIP spending over the past five years. AG Ex. 2.0 at 11. The AG
iterates that AIC’s request here is the equivalent of a contractor providing a person with
an estimate of $50,000 for a project, and then — without sufficient explanation or want of
accountability — charging that person nearly $200,000. The AG contends AIC has not
shown that its costs were properly prioritized, addressed safety and reliability concerns,
and were reasonably or prudently incurred.

As part of AIC’s 2018 QIP reconciliation proceeding, AG witness Larkin-Connolly
used PHMSA data to compare AIC’s leak rates to the leak rates of other gas utilities of
comparable size to determine whether AIC’s QIP investment was driven by leak levels or
resulted in a reduction in leaks. Mr. Larkin-Connolly found in the 2019 QIP Reconciliation,
and still holds now, that by some measures AIC “is operating one of the safest distribution
systems in the country.” AG Ex. 2.0 at 5-6. He also testified that between 2014 and 2018
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“there has not been a significant change in the condition of AIC distribution or
transmission systems that warrants a tripling of QIP expenditures.” AG Ex. 2.0 at 6.

The AG contests that while AIC claims that Mr. Larkin-Connolly’s use of safety
data is somehow insufficient or that he relies too heavily on leak data, the Company
refuses (and likewise fails) to provide data of its own to justify its meteoric spending. See
Id. at 9-12; Ameren Ex. 33.0 at 7. The AG contends PHMSA leak reports here simply do
not justify AIC’s need to triple its QIP spending, and that the record shows Ameren has
only provided general statements about its project costs and categories for QIP spending,
without explaining how individual projects were prioritized to address safety and reliability,
how specific costs were incurred, or why the Company needed to undertake so many of
these projects at the same time—rather than prioritizing and spreading projects over time.
AG IB at 13, citing AG Ex. 5.0 at 32.

According to the AG, AIC’s spending increase is primarily the result of AIC’s
extraordinary increase in MAOP pipeline replacements. See Ameren Ex. 21.4. AG
witness Larkin-Connolly reviewed AIC’s QIP spending to determine the projects on which
the Company increased its QIP investment levels from its proposed $164 million spending
from 2015-2017, to approximately $1 billion by 2021. AG Ex. 2.0 at 12. He focused his
review on the Company’s MAOP investments, because AIC has most significantly
increased its spending in this category, as compared to other QIP categories. AG Ex. 2.0
at 19. The AG points out that AIC originally proposed that it would spend $1.1 million on
MAOP from 2015-2017, but has spent $18.5 million in 2017 and “an average of $101
million per year from 2018 to 2021.” AG Ex. 2.0 at 19. In total, “MAOP will account for
more than half of QIP activities and a third of overall gas plant additions in 2020 and
2021.” AG Ex. 2.0 at 20.

The AG challenges AIC’s position that these investments are justified by changes
to PHMSA’'s MAOP rules. The AG asserts that this position is untenable because of the
Company’s acknowledgement that these rules were not officially changed until 2019 (two
years after the Company began to increase spending), and because AIC is not required
to comply with the rules until July 2, 2035 “or as soon as practicable.” AIC IB at 28-29.

The AG refutes the Company’s argument that the “as soon as practical” language
in these regulations justified AIC’s extreme jumps in MAOP spending, starting in 2017.
Ameren Ex. 21.0 at 14. The AG asserts that AIC has not provided sufficient information
to show that spreading MAOP spending over the next fifteen years would cause
“‘unreasonable delay or added costs.” AG Ex. 5.0 at 10. As Mr. Larkin-Connolly notes,
‘[w]hen investments increase at an accelerated pace, causing rates to increase faster
than customers’ salary and wages, utility services become less affordable. Conversely,
a slower replacement rate based on prioritizing safety and reliability can maintain
affordability by minimizing significant jumps in rates over a short period of time.” Id. at
18. The AG argues that steady, but gradual investment in MAOP, is most consistent with
the fundamental regulatory goals of rate continuity and avoidance of rate shock. Because
PHSMA has found that this investment can reasonably be made over thirty-five years, the
AG asks the Commission to adopt their adjustment and likewise order that AIC be
required to support its accelerated spending by more than mere reference to the rule
(which was not yet effective in 2018).
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The AG contends that AIC does not provide justification for why it chose to
extraordinarily increase its QIP spending, nor why it chose replacement of transmission
pipelines as its primary means of complying with MAOP, when PHMSA provides five
compliance alternatives to replacement, including pressure tests, pressure reductions,
and engineering assessments. AG Ex. 2.0 at 23, 27. The record shows that “it is
impossible to make any determination on the prudence of these replacement projects that
are being completed to establish MAOP without knowing how Ameren evaluated less
costly, available alternatives.” AG Ex. 2.0 at 27. According to the AG, an increase of this
extraordinary magnitude requires more explanation than a simple reference to a federal
rule that was not adopted until 2019 and does not require compliance for fifteen years.

The AG argues that not only were the final rules not published until October 2019,
two years after the Company began to ramp up its spending, but a reasonable response
to the MAOP directive would have been to develop a strategic plan to properly prioritize
investments and spread this spending over the next fifteen years to ensure that i